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Abstract
Former socialist countries are characterized by an early transition recession transformation and faced several destabilizing
events such as: high levels of inflation, the relative immobility of production factors (primarily labor), incorrect or 
ambiguous definition of property rights; preponderance of sector unemployment; evidence of discrepancies between the
revenue rising population, the existence of an underground economy of higher dimensions. Major emerging economies
from Central and Eastern Europe are post-communist countries that faced transition after adopting market-based economy 
and become emerging markets. An important issue during transition was the creation of a two-pillar banking system (e.g.
Central Bank and commercial banks), while bank restructuring involves not only profit performing banks but, more 
importantly, changes in lending practice. The difficulty of restructuring and the magnitude of recapitalization slowed 
significantly the achievement of independent governance by privatization in state-owned banks. After a short period of 
market-based economy, emerging countries had been affected by the crisis started in the developed countries (characterized
by lower growth, higher unemployment and poverty, and changes in inequality). Through several channels, crisis had
affected also emerging countries differently, depending on the extent to which they are vulnerable to particular canals. 
Romania's status in the context of transition bears the characteristics determined by the situation inherited from the
centralized economy and the options of political forces after 1989. The starting point was unfavorable both from an 
economic perspective, but also social, economic inefficiency due to the existence of industrial projects and sometimes
senseless economic, profound structural economic imbalances, sizing of industries and alarming social indicators.
Developing countries were affected by the crisis that began in developed countries, characterized by low economic growth,
boost unemployment and poverty and inequality changes. A number of transmission channels of the crisis also affected
differently, also developing countries, according to the extent that they are vulnerable to certain channels. Emerging 
economies in Central and Eastern Europe are the post-communist economies that have experienced the transition, after the
adoption of market-based economy. In the last part of the paper we are looking for some transmission channels of crisis and 
some possible effects on post-communist countries during crisis, using dummy variables and some OLS estimators of the 
major factors identified as transmission channels using a dataset from EBRD databases.
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1. Introduction 
Developing countries were affected by the crisis that began in developed countries, characterized by low 
economic growth, boost unemployment and poverty and inequality changes. A number of transmission 
channels of the crisis also affected differently, also developing countries, according to the extent that they are 
vulnerable to certain channels. Emerging economies in Central and Eastern Europe are the post-communist 
economies that have experienced the transition, after the adoption of market-based economy. We analyze some 
financial evolution from 1989 to 2010 in sixteen post-communist countries, taking into discussion effects 
during transition and actual crisis that struck former communist countries. The current crisis originated in the 
U.S., but spread around the world at a rapid pace, affecting the real economy, economic growth, 
unemployment, and therefore side effects with international and national financial system.  
The crisis was not limited to financial markets, but had a major influence on real economic activity, causing 
the biggest global recession since the Great Depression, considered by some authors even higher than '29 '- '33 
crisis. In the current economic literature also related transmission channels of contagion effect, described as 
cross-country transmission of shocks or the general cross-country spillover effects, which, unlike other basic 
definitions include links, as a channel of contagion.  
2. Literature Review  
2.1. The financial crisis and contagion  
Origins of the financial crisis it is consider being the collapse of the credit markets, caused by some 
premises such as losses in asset-backed securities (initially mortgage-
growth in real estate loans addressing people with low incomes and savings, while real estate prices were 
rising. Years before crisis, investment banks securitized risky loans, and when subprime borrowers began to 
default on the loan, this caused failures, reevaluation and re-pricing.  
Loss of value in MBS backed by subprime loans goes to loss of liquidity and insolvency of financial 
institutions. Famous financial conglomerates collapsed, had to be hastily merged or needed support from 
government Mitchell, L., Wilmarth, A., 2008  
such Lehman Brother or Merrill Lynch filed to bankruptcy or agreed to be acquired. As a response, major 
legislative and regulatory actions were taken, but crisis spread through the world, affecting both European 
developed countries, across emerging ones, via contagion.  
there are significant immediate effects in a number of countries following an event--that is, when the 
consequences are fast and  Graciela L. Kaminsky, G., 
Reinhart, C., Vegh, C., 2003. As authors cited above that fast and furious contagion episodes are characterized 
by "the unholy trinity": (i) they follow a large surge in capital flows; (ii) they come as a surprise; and (iii) they 
involve a leveraged common creditor. The contagious effects are related to most important functions of the 
financial system as a whole, in a globalized era, as discussed below.  
2.2. Crisis and contagion transmission channels 
dom 
. Crisis can start anywhere in the world, they can become 
global Stiglitz, 2010 as long as the problems of one nation appear to be exported via diverse channels such as 
commerce, currencies, investments, derivatives in other countries. 
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 The fast propagation of the crisis from the US to different countries, big or small, proves that there is a 
growing interdependency between national economies due to an intense market globalization, including the 
financial ones Stiglitz, 2010. In this case, if one national financial system is suffering from a blockage, then the 
entire national economy is going to suffer because of its close interaction with national and international 
financial systems Zaman, Georgescu, 2009.Consequently, the present crisis has its origin in the United States 
of America but it propagated around the world at a fast pace, affecting real economy, economic growth, 
unemployment, and thus, having untoward side effects on international and national financial system. 
Thus, the channels through which financial global turbulences might be transmitted, generating internal 
market crisis upon emerging economies Reinhart, Rogoff, 2012 have been described as follows (see table 
below,). Economic literature mentioned three main channels of crisis transmission Naudé, 2009 from 
developed to emerging countries; such is the case of Romania in the context of the current crisis (second part of 
the table). 
 
Table 1- Crisis channels  
 
Type of channel  Crisis spreading 
Crisis transmission and contagion worldwide 
Banking crisis Crisis in banks significantly lessen the global economic growth. The slowing down of economic 
activities badly hits exports, limiting the amount of strong currencies (exchange rate) for emerging 
economies and weighing on their capacity to pay their debts 
Banking crisis of (global) 
financial centers 
in conjunction with the contractions of loan markets determines the decrease of capital influxes 
towards the emergent countries that have no connection with the main economic principles applied on 
the emergent markets. Thus, in these countries, the economic activity starts to diminish and the debts 
are pressing harder on declining state resources 
World merchandise prices The reduction of economic growth rhythm is associated with the decrease of world merchandise 
prices, that triggers the decrease of export profits and the capacity of producers to pay their debts. 
 
Crisis transmission and contagion in Romania 
Reductions in domestic lending Banks in developing countries may be affected to the extent to which they hold assets contaminated by 
subprime mortgages. That is not the case of Romania, because the Romanian financial system it was 
not exposed to toxic assets, but decreases in bank lending has a possible effect to reduced investment, 
lower growth and an increase in unemployment. The latter can lead to reductions in demand and reduce 
economic growth further. Taking into account that government revenue depends on growth, this can be 
interpreted as less government revenue. 
Reductions in export earnings Romania has suffered due to the reduction of the main export markets for the Romanian products, 
which was reflected in the current account. The current account deficit  
vulnerabilities at the time the crisis broke out  remained at a moderate and sustainable level. 
Reductions in financial flows Reductions in financial flows to developing countries: private investment flows to developing and 
emerging countries will decline as more investors move their fun
2009. 
 
 
Banking crisis has proven contagious because investors are withdrawing from the risk zones, presuming 
similar risk in different countries, reducing their exposure and suffering from it. This type of behavior affects as 
well the capacity of emerging economies to pay external debts. Banking crisis taking place in one country can 
induce a loss in trust in the economy of neighboring countries, or the ones with similar economies because 
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The effects of international financial crisis were extended to the Romanian economy. However, in terms of 
direct impact, the banking system was less affected because it was not exposed to toxic assets and prudential 
terms of transmission of external crisis to Romania, some authors mention two important channels: real and 
nominal. Additionally, is also mentioned the institutional channel, less important, but should be considered 
because, for example, Romania is member of the European Union, allowing rapid transmission of effects from 
one country to another Dinga, 2009. 
3. Methodology and Results 
3.1. Research Goal, Indicators and Variables used in analyses  
The goal of the paper is to identify the mediating effect of some influence factors on GDP change (in 
percentage from year to year), using a linear regression on panel data. We consider that factors with a negative 
coefficient (resulted from regression) could be transmitting channels of crises. As literature suggested, we take 
into discussion the effect on GDP change of the following variables: exports (% of gdp), exchange rate (% - 
end of the year), investments (% in GDP), deposit rate (%), EBRD index of banking sector reform (number 
from 1 to 4). 
 
3.2. Regression Analyses and Results 
To analyze the importance of some financial indicators to economic evolution (we consider an important 
indicator to be in this case GDP growth) in Romania, we estimate through a regression equation possible 
effects of these indicators in a larger panel data set.  
We analyze the link between efficiency and size of the banking sector and GDP growth changes using panel 
data for 29 transition countries during the period 1989-2010. The limitations of our regression are due to the 
short time period that is unfortunate, but inevitable. After analyzing possible regression models (GLS or Fixed 
Effects), after performing the Hausman test (see results in Appendix Figure1).  
We choose data referred to countries from EBRD database for measuring economic changes in terms of 
annual real GDP growth. The development of the financial sector is difficult to measure, but we try to take into 
discussion both qualitative and quantitative development of the financial sector. To measure the qualitative 
effectiveness of the sector, we use the EBRD index of  reported by European Bank for Reconstruction and 
Development (EBRD) Transition Reports, that rate the progress of transition in 29 countries on a scale from 1 
to 4+.. The second variable (exports) is similar to the variables that have been used in earlier studies. We use 
changes in exports (as percentage of GDP) to show the influence on GDP. Data description is presented in 
Appendix. 
 
The equation is stated below: 
 
Y [GDP (%change)] = a + Xi [(exports %change  b + Di + u[country] 
 
Dummy variables D1=1 if year is 2008-2010, 0  elsewhere; D2 =1, if country is Romania, 0  elsewhere. 
where X reffers to variables. 
Results of the panel regressions random effects (Hausman test  0,1>0.05) is presented in table 2: 
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Table 2  Regression equations  
 
Independent variables # 1 (years 1989-
2010 16 countries) 
2 
factor suppressed) 
3 (D1=1) crisis 
years 
4 (Romanian case) 
Exports 0.2117 * 0.2317 * 0.1808 * 0.2119 * 
Domestic credit (bank landing) 0.0466 *** 0.0721 *** 0.0393 *** 0.0469 *** 
Lending rate (bank landing) -0.053 * -0.0503 * -0.0616 * -0.5326 * 
Government expenditure  -0.0652 * -0.0614 *  -0.6190 ** -0.0656 * 
FDI (financial flows) 0.0715 *** 0.6874 *** 0.0440 * 0.0710 
D1   -3.9456  
D2    -0.0840 
a (_cons) 5.65304  6.3683 5.6775 
# - dependent variable GDP (% change)* - statistically significant at 5%, ** - statistically significant at 10%, 
*** - statistically non-significant. 
 
The regression equation suggests that some variables taken into discussion affect GDP change (in percent), 
being statistically significant: exports (at 5%), investments  FDI (at 5% during crisis years), lending rate (at 
5%), and exchange rate - end of the year (not statistically significant  not shown in table). We learned that 
exports, domestic credit and FDI had a positive effect on GDP change, while others had an inverse effect, and 
could be transmission or contagion channels (lending rate, government expenditure).  
4. Conclusion 
As calculations suggests, during crisis (D1=1), all variables had lower values, and reduction in constant 
term, explaining the reduction in economic activity due to smaller changes in considered dependent variables.  
Effects of the global financial crisis appeared to be important, being necessary to find solution in order to limit 
and counteract those effects. Immediate and short-term policy responses are required to ensure that the 
financial crisis is contained, that confidence in financial systems is restored. Over the longer term, countries 
should focus on strengthening their financial systems within the context of reforming the global financial 
architecture. Domestic financial development depends on a better global financial architecture and vice versa. 
Our paper takes into discussion evolutions that reflect representative mutations and some restructuring in 
sixteen Central and Eastern European countries. Some major transmission channels of crisis and some possible 
effects on post-communist countries were analyzed using OLS estimators in panel data (random effects). Some 
of the considered factors were identified as transmission channels using a dataset from EBRD databases. The 
regression panel data model suggests that a strong impact have had the exports change as percentage in GDP 
had a positive effect in 16 post-communist countries during 1989 to 2010, reflecting that an increase in exports 
change ratio of GDP has an 0.21% effect on change of GDP growth percentage (see exports coefficient), all 
variables having a positive impact. Also, the domestic credit has minor consequences (contributing to a growth 
of 0.047 % in GDP changes over time). During crises exports contribute with 0.19 % changes in three years 
taken into discussion. The limitations of the analyses is related to limited data for three years of crises, leaving 
space for future approaches that could take into discussion further variables over time. Another limitation is 
that the effects of crises are not studied in in developed countries, and some crises  such as Russian (1998)  is 
not present in the data. This approach would have probably changed the results and should be considered in 
future paper studies.  
494   Bogdan Fîrțescu /  Procedia Economics and Finance  3 ( 2012 )  489 – 495 
Acknowledgements 
This work is supported by the project "Post-Doctoral Studies in Economics: training program for elite 
researchers - SPODE" co-funded from the European Social Fund through the Development of Human 
Resources Operational Programme 2007-2013, contract no. POSDRU/89/1.5/S/61755. 
 
Appendix  Data description  
 
References 
Alimkulov, A. (1999), - A Transformation Model for Banking Systems in Transition Economies, 
http://www.sba.muohio.edu/abas/1999/alimkuas.pdf 
Akimov, A., Dollery, B. - Financial Policy in Transition Economies: Architecture, Pace, and Sequencing, in Problems of Economic 
Transition, vol. 50, no. 9, January 2008, pp. 6 26., 2008 
Andreff, W.  Economie de la transition, La transformation des economies planifiees en economie de marche, Breal Editions, 2007; 
Allen, F., Gale, D. (2000),Comparing financial system  
Beck, T. (n.d.). WorldBank. Retrieved from http://go.worldbank.org/X23UD9QUX0 
Beck, T., Demirguc-Kunt, A., & Levine, R. E. (2010). Research at the World Bank. Retrieved from The World Bank: 
http://econ.worldbank.org/WBSITE/EXTERNAL/EXTDEC/EXTRESEARCH/0,,contentMDK:20696167~pagePK:64214825~piPK:6
4214943~theSitePK:469382,00.html 
Blundell-  
http://www.oecd.org/dataoecd/47/26/41942872.pdf, accessed on 23 February 2012  
Bonin J, Wachtel, P - Financial Sector Development in Transition Economies: Lessons from the First Decade, 
http://onlinelibrary.wiley.com/doi/10.1111/1468-0416.t01-1-00001/full 
Bonin, J., & Wachtel, P. (2003). Financial Sector Development in Transition Economies: Lessons from the First Decade. Financial 
Markets, Institutions & Instruments , 12 (1), 1-66. 
Brainard L.J  Reform in Eastern Europe, Finance and International Economy, 4, Amex Bank Review Prize essays, 6-22, 1991. 
Brana , S., Mesnard , M., Zlotowski , Y., - La transition monétaire russe : avatars de la monnaie, crises de la finance (1990-2000), , 
Paris ; L'Harmattan  2002. 
Brana S  La politique bancair . 
Buckle M., Thompson, J.  The UK Financial System  Theory and Practice, Manchester University Press, 1995. 
495 Bogdan Fîrțescu /  Procedia Economics and Finance  3 ( 2012 )  489 – 495 
Collyns, C. (2008, December). The Crisis through the Lens of History. Retrieved from Finance&Development, IMF: 
http://www.imf.org/external/pubs/ft/fandd/2008/12/pdf/collyns.pdf. 
Retrieved from EDinga.ro: 
http://www.edinga.ro/files/comunicate/57.pdf. 
http://www.edinga.ro/files/comunicate/56.pdf 
Elinga, M., Schmeiser, H. - Insurance and the Credit Crisis: Impact and Ten Consequences for Risk Management and Supervision, 
http://www.mathematik.uni-ulm.de/numerik/preprints/2009/credit-crisis.pdf, accessed on 23 February 2012  
 Sistemul f  
Griffith-Jones, S., & Ocampo, J. A. (2009). The Financial Crisis and its Impact on Developing Countries. International Policy Centre 
for Inclusive Growth. 
of Romania: http://www.bnro.ro/files/d/Noutati/Prezentari%20si%20interviuri/R20090226Guv.pdf 
Khan, M. S., Montiel, P., & Haque, N. U. -. Adjustment with growth. Journal of Development Economics, 32, 155 179, 1990. 
Khan, M.S., Montiel P.J., Haque, N.U.- Macroeconomic Models for Adjustment in Developing Countries. International Monetary 
Fund, Washington, D.C., 1991. 
Lacue-Labarthe D  
monetaires, Banque de France, no 41, 93-111, 1993. 
Lobez, F.  Banques et marches du credit, PUF , Paris, 1997. 
Minsky, H. (2011). Stabilizing an Unstable Economy. Bucharest: Publica Publ.H. 
Mitchell, L.Wilmarth A.(2008), Tha panic of 2008, Causes, Consequences and Implications for Reform, Edward Elgar Publishing, 
USA. 
Naim, M. - 
Prepared for the IMF Conference on Second Generation Reforms, Washington DC: Moses Naim, October 26, 1999 [online]. 
Naudé, W. (2009, January). The Financial Crisis of 2008 and the Developing Countries . Retrieved from UNU-WIDER: 
http://www.wider.unu.edu/publications/working-papers/discussion-papers/2009/en_GB/dp2009-01/. 
NBR. (2009). Annual Report. Retrieved from National Bank of Romania: http://www.bnr.ro/files/d/Pubs_ro/Anuale/RA2009.pdf 
NBR. (2011). Financial Stability Report. Retrieved from National Bank of Romania: 
http://www.bnro.ro/files/d/Pubs_ro/RSF/RSF2011.pdf 
Neave E.H.(2010), Modern financial systems - Theory and Applications, John Wiley and Sons Publishing, New Jersey 
Nistor, I., Pintea, M., & Ulici, M. (20101). The Implications of the Global Crisis on the Financial Performances of the Romanian 
Banking System. Scientific Annals of the "Alexandru Ioan Cuza". Economic Sciences Section , 149-159. 
OECD (2009), The Financial Crisis: Reform and Exit Strategies, OECD, September, Paris, available at 
http://www.oecd.org/dataoecd/55/47/43091457.pdf., accessed on 23 February 2012. 
Polak, J.J., The IMF Monetary Model at Forty. IMF Working Paper, 1997 
Pop, N. (2009). Financial Crisis. Challenges For Romania. Financial Studies , 13 (1), 89-99. 
Reinhart, C. M., & Rogoff, K. (2012). This Time is Different: Eight Centuries of Financial Folly. Bucharest: Publica. 
Rodrik, D. - The Global Governance of Trade as if Development Really Mattered, New York: UNDP, 2001 [online]. 
Roubini, N., & Mihm, S. (2010). Crisis Economics: A Crash Course in the Future of Finance. Bucharest: Publica Publ.H. 
Stanley, B., Mutengab, S.  and Parsons, C. - Insurance, Systemic Risk and the Financial Crisis, http://www.palgrave-
journals.com/gpp/journal/v36/n1/pdf/gpp201040a.pdf, accessed on 23 February 2012. 
Stiglitz, J. E. (2010). Freefall: America, Free Markets and the Sinking of the World Economy. Bucharest: Publica. 
T., K., & Sutela, P. (2005). Financial Systems in Transition: Could Small Actually Be Beautiful? Eastern Economic Journal , 295-312. 
Williamson, J. - Did the Washington Consensus Fail?,  Outline of Remarks at CSIS. Washington DC: Institute for International 
Economics, November 6, 2002. 
Williamson, J. - What Should the World Bank Think About the Washington Consensus? World Bank Research Observer. Washington, 
DC: The International Bank for Reconstruction and Development, Vol. 15, No. 2 (August 2000), pp. 251-264. [online]. 
Zaman, G., & Georgescu, G. (2009). The Impact of Global Crisis on Romania's Economic Development. Annales Universitatis 
Apulensis Series Oeconomica , 22 (2), 611-624. 
 
